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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHVOND, NOVEMBER 19, 1998
APPL| CATI ON OF

PELHAM MANCR WATER
SUPPLY COWVPANY, | NC. CASE NO. PUE960129

For a certificate of public
conveni ence and necessity

FI NAL ORDER

On August 16, 1996, Pel ham Manor Water Supply Conpany, Inc.
(" Pel ham Manor" or the "Conpany"), filed its initial application
requesting a certificate of public convenience and necessity to
provi de water services to the Pel ham Manor Estates subdi vi sion
| ocated in Cul peper County, Virginia. The Conpany subsequently
rai sed the issue of whether it was subject to the Conm ssion's
jurisdiction or whether it was exenpt fromregul ati on pursuant
to the "grandfathering"” exenption detailed in § 13.1-620 G

In an Order entered on March 26, 1997, the Conm ssion
determ ned that the Conpany was subject to the Conm ssion's
jurisdiction and directed the Conpany to proceed with its
application for certification. By order entered on February 9,

1998, the Commi ssion granted Staff's notion for hearing;

! Section 13.1-620 G provides an exenption for a "water or sewer conpany
i ncorporated before and operating a water or sewer systemon January 1,
1970."
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appoi nted a Hearing Exam ner; and established a procedural
schedul e for this case.

A hearing was held on June 3, 1998, before Hearing
Exam ner, Mchael D. Thonas. Marta B. Curtis appeared as
counsel for the Conmm ssion Staff, and the Conpany appeared pro
se by its president, David K Travers.

There were several issues in controversy at the hearing.
There were accounting issues relating to the recovery of costs
associated wth the late paynent of bills, the paynent of
federal income tax, and an issue regardi ng whether it was
appropriate to guarantee a dividend to the Conpany's owner.
There were also issues relating to the Conpany's proposed rul es
and regul ati ons of service; nanely, the appropriate |ate paynent
fee and a proposed rule that would prohibit |awn watering, car
washi ng, and pool filling by the Conpany's custoners.

On August 31, 1998, the Hearing Exam ner issued his Report.
In that Report, the Exam ner found that:

(1) The Conpany should be granted a certificate of public
conveni ence and necessity to provide water service to the Pel ham
Manor subdi vi si on;

(2) The $21.00 per nmonth water rate proposed by the

Conpany is just and reasonabl e;



(3) Staff's disallowance of federal inconme taxes is proper
since the Conpany, as a Subchapter S corporation, incurs no tax
liability as part of its cost of operation;

(4) Staff's accounting and recordkeepi ng reconmendati ons
as detailed in Staff witness Cozad's prefiled testinony appear
to be reasonabl e;

(5 A partial restriction on lawm watering and car washi ng
shoul d be approved. Such restriction would permt |awn watering
and car washing prior to 7:30 a.m and after 7:30 p.m, Mnday
t hrough Sunday; and

(6) A l1l.5%per nonth late fee is proper.

The Exam ner did not address the issue of whether it was
appropriate for the Conpany to have a guaranteed return on rate
base. He noted, instead, that the issue that needs to be
addressed i s whether the Conpany's revenues generate sufficient
cash flow to neet the Conpany's current and anti ci pated
expenses.

The Exam ner recommended that the Comm ssion enter an order
that adopts the findings of his Report; issues the Conpany a
certificate of public convenience and necessity; and fixes the
Conpany's rate at $21.00 per nonth for residences receiving
wat er service and $15.00 per nonth for residences that are
connected to the system but are not receiving water service,

effective as of July 1, 1996. The Exam ner al so recommended



that such order require the Conpany, within sixty (60) days of
the Comm ssion's final order in this proceeding, to submt to
the Virginia Departnent of Health ("VDH') plans and
specifications to bring its water systeminto conpliance with
VDH regul ati ons.

By Order entered on Septenber 15, 1998, the Comm ssion
granted the Conpany's request to extend the date for filing
comments on the Hearing Exam ner's Report until Septenber 30,
1998. Such comments were filed on Septenber 28, 1998.

In its coments, the Conpany, anong other things, took
exception to the Examner's findings with respect to the
recommended water restriction and | ate paynent fee. It was the
Conmpany's position that the watering restriction proposed by the
Conmpany shoul d be adopted. It was the Conpany's further
position that the $5.00 | ate paynent fee proposed by the Conpany
shoul d be adopted and that the Comm ssion should initiate an
i nvestigation to address the appropriateness of the |ate fees
authorized in its January 10, 1977 Order in Case No. 19589.

NOW THE COW SSI ON, havi ng considered the record, the
Exam ner's Report and the comments thereto, is of the opinion
and finds that the Examner's findings and recomrendati ons
shoul d be adopted wth the exception of the nodifications
detailed herein. W wll inpose no bar or restrictions on water

use at this tinme. The evidence shows that the problemw th the



water systemis with distribution, not the availability of
water. Wthout a greater showi ng than presented here, the
Conpany may not inpose restrictions on its custoners.

In addition to adopting the Exam ner's reconmendati on
regarding plans to be submtted to VDH, we will require the
Conmpany to submt to the Conm ssion's Division of Energy
Regul ation a detailed plan regarding a proposed sol ution that
w || adequately address the problem of naintaining system
reliability. Such plan shall be submtted within 90 days from
the date of this Order and shall include, at a mnimum a copy
of the engineering specifications and plans submtted to the
VDH, the expected cost and date of inplenentation, financing
pl ans, and the anticipated inpact on rates. |If the Conpany is
unable to have its plan inplenmented by next summer, it may
petition the Comm ssion for perm ssion to inplenment reasonable
wat er usage restrictions since usage problenms of concern to the
Conpany nostly occur in the summer.

Al though the issue of federal inconme tax was not raised in
t he Conpany's comments and exceptions, it was raised at the
hearing. W note that, for federal incone tax purposes, Pel ham
Manor is an S Corporation. Therefore, the Conpany does not have
an incone tax liability; rather the incone of the Conpany is
included in the personal incone tax return of the owner. M.

Travers asserted that cost of service should include a federal



i ncone tax expense allowance for the tax he nust pay personally.
In 1995, M. Travers elected to switch froma C Corporation to
an S Corporation, thereby transferring the liability associated
wi th Pel ham Manor's taxable inconme fromthe corporation to
hinmself. The tax rate differs for an S Corporation conpared to
a C Corporation, and filing as an S Corporation can provide
benefits to the owmer. It should also be noted that the
decision to swtch was M. Travers', and he may change his
election in the future pursuant to the IRS Code as it suits his
circunstances. W agree with the Hearing Exam ner and Staff
that the tax adjustnent requested by M. Travers should not be
part of the Conpany's cost of service. Accordingly,

| T 1S ORDERED THAT:

(1) The findings and recomrendati ons of the Hearing
Exam ner, as nodified herein, are accepted.

(2) Pel ham Manor shall be granted Certificate No. W292 to
provi de water service to the Pel ham Manor subdivision in
Cul peper County, Virginia.

(3) Pel ham Manor is hereby authorized to charge its
customers $21.00 per nmonth for residences receiving water
service and $15.00 per nonth for residences that are connected
to the system but not receiving water service, effective July 1,

1996.



(4) Pel ham Manor is authorized to charge a 1 Y20 per nonth
| at e paynent fee.

(5 Wthin sixty (60) days fromthe date of this O der
t he Conpany shall submt to VDH plans and specifications to
bring its water systeminto conpliance wth VDH regul ati ons.

(6) On or before 90 days fromthe date of this Order, the
Conmpany shall submt to the Comm ssion's Division of Energy
Regul ation, a plan to address the above referenced service
problem Such plan shall include, at a mninum a copy of the
pl ans submtted to VDH and the additional details referenced
her ei n.

(7) The Conpany shall inplenent Staff's accounting and
recor dkeepi ng recommendati ons.

(8 Wthin 60 days fromthe date of this Order, the
Conmpany shall file with the Division of Energy Regul ation a
tariff incorporating the revisions approved herein.

(9) This case is hereby dism ssed fromthe Conm ssion's
docket of active cases and the papers placed in the file for

ended causes.



